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Abstract 
It is a general trend that China’s economy is facing a major adjustment of circular economy . Although China’s 
economic development in the past 30 years is very fast, it is mainly driven by exports and investment. At present, 
there are some problems with China's transformation and upgrade of the industrial structure. The main cause for these 
problems is the lack of driving forces for the developing circular economy. However, the act of government and the 
corresponding driving mechanism should play a decisive role. Therefore, we should adjust the government behavior 
pattern in developing the Circular Economy, so as to contribute to the sustainable development of China’s economy.  
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1. Introduction 
 With the accelerating transformation of economic development mode in  China, a low carbon 
development pathway of Circu lar Economy is the best way for China to turn to be a resilient and 
prosperous society, building on and enhancing China’s priorit ies such as the Scientific concept of 
development, and the construction of a resource-saving, environmentally-friendly society. However,  the 
Chinese economy also faces immense challenges. Firstly, the current trends are not sustainable, with high 
resource pressures on the environment. China’s  industrial structure remains sub-optimal, with weak 
innovative capacities. Its  comparative advantage in low value addition production has also been 
weakened especially along with the global financial and economic crisis. Secondly, the development of 
Circular Economy lacks sustained driving mechanis m.Different from the overseas countries that boost 
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Circular Economy development relying on the perfect driving mechanis m, local governments develop 
Circular Economy on the purpose of improving the performance appraisal, the necessary policy system 
and the economy incentive mechanis m are not efficacious, which has caused the development of Circular 
Economic under governments control, and governments take full responsibilities , a few enterprises care 
for Circular Economy. Finally, consumers know little about the Circu lar Economy idea and seldom use 
green products. As a result of China’s remarkable economic expansion, and is fully consistent with 
existing Chinese efforts on energy saving and environmental protection. 
In this author’s opinion, while developing Circular Economy, the act of government should play a 
decisive effect. Basing on this point, the paper made a special research. 
2. The need for the government intervention of driving circular economy in China  
2.1. The reasons of the lack of circular economy driving mechanism in China 
The core issue of accelerating  the transformat ion of economic development mode in China is to adjust 
the dislocation relationship between governments and enterprises . The fundamental reason of dislocation 
is that the executive power is alternative by the economic power or even d istorted. (1)Lack of institution. 
The development of Circular Economy is a systematic project. It not only calls for substantial capital 
investment but also the law as a strong backing. A lthough in China some economic and environmental 
policies are provisioned, they play a less role because of the absence of complementary measures. (2)Less 
awareness of enterprises’ participations. Some enterprises that have lack of understanding about the 
urgency and importance of Circular Economy and the relat ionship and conflict between the current 
economic development and environment, believe that the development of Circular Economy will not get 
benefits in short-term and will affect the industrial economic development. So they have not too many 
subjective initiatives to develope eco-industries. (3)Low level o f public participation. The importance to 
environmental education and the public awareness of the environmen  in China is still relat ively weak. 
The relevant laws on environmental protection or “Public part icipation” in  Circular Economy have not 
clarity and systematization about their activties, which lead the public part icipation and the activit ies of 
Circular Economy uncertainty. 
Although lots of complicated reasons cause the problems of Circular Economic development, the 
mainly  reason is the lack of governments’ instruction. As a result, an effective way  to solve the problems 
in developing Circular Economy is to establish a clear government driven mechanism. 
2.2. The Circular Economy is of clear  externality 
 From the perspective of mainstream economics, the so-called externality means that private income 
and social benefits are inconsistent[1]. If private income is less than the social benefits , there will appear a 
positive externality. On the contrary, if the private income is greater than social benefits , there will appear 
a negative externality. Joseph Stiglitz, who is a Well-known American economist and Nobel Prize winner, 
called this a positive or negative externality. Economic entity of the function for A can be used to to 
express economic language: 
A AU U 1 2( , , , ; )nX X X Y  
Here Xi (i = 1, 2Ă n) stands for the acts of individual A, Y stands for all the other acts of any 
individual except A , which is also to say ,the individual acts of A  is not only decided by its own acts , but 
also by others, which  is beyond the control of the individual A. 
There was a positive externality of Circular Economic pro jects. For example, under the current 
technological level and price system, the producers who implement clearly p roduction to make 
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environmentally friendly  products will not only bring direct economic benefits to enterprises but also 
through green products to reduce environmental pollution, thus the consumers and masses can get indirect 
social benefits. If only from within the economic system, its Circular Economy construction investment 
yield may not be high but from the regional community in general, their income is far greater than the 
costs, thus its social investment is very high. Figure 1 is the producer of environmentally fr iendly 
products, the market for environmentally friendly products for the supply of S, the private marginal 
income MPB, less than the marginal social benefits MSB, according to the maximize of private and social 
interests , the output of the difference is QeQo , which will increase the net income abd triangle area. 
 











Figure 1  The recycle economy is of clearly external 
 
This shows that the Recycle Economy of investment and production will show clearly positive 
externality. In  the new classical micro-economic analysis of the general equilibrium model, market 
participants are the recipients of the market  price, each part icipant acts only to change his economic 
interests [3] and not to impact others acts. Due to the external of environ ment friendly products , there will 
not be able to achieve Pareto optimal state, externality led to failure of market mechanisms. 
 There are two main ways to solve market failures: firstly, the private sectors correct the market 
failures; secondly, the government on the outside of the corrective measures. Non-point source pollution 
because there is information asymmetry, many polluters and a large number of vict ims, privately 
negotiated transactions cost is relatively h igh; therefore, in such cases at all scales government 
intervention may play a major role to eliminate transaction costs. In many countries the Circular 
Economy to solve the problem of insufficient supply project investment is to increase support about the 
government investment [2], in particular, the local government plays an important guiding role in the 
process of Circular Economy development. 
2.3. The purpose of the government intervention 
The Circular Economy of China is mostly in the starting stage now. Because of imperfect polic ies, 
some obstructive factors which go against the development of the Circular Economy are discovered. The 
main factors are as follows: the first is the price obstacles. Because of the price forming mechanism of the 
primary and the regenerated resources, there are no advantages in the price of the regenerated resource. 
So the production pattern of the Circular Economy is hard to form by itself. The second is the cost 
obstacles. The pollution charge paid by enterprises and masses is not only lower than the pollution 
damage compensation cost but also lower than the pollution governance cost. Thus it makes the waste 
discharge with obvious external effect. It is important to adjust and perfect the price forming mechanism 
as soon as possible for promoting the development of Circular Economy and eliminating the obstacles 
which restrict the development of Circular Economy. As Figure 2 shows. 
After the natural resources forming the complete price mechanism, the reflect ion of scarcity makes the 
price of various natural resource rising in  different degrees. Analysising from the pespective of economy, 
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the rising price of the natural resource as a kind of production factor inputted by the manufactures will 
lead to the following economy phenomenon: 
(1) Analysis from the perspective of supply (as shown in Figure 2), the rise is in the cost of production 
(input rise in the cost of raw materials).Its positive role is to make companies look fo r alternative 
renewable raw materials or actively carry out technical research and development, reduce consumption of 
resources and lower costs. At the same time, through technical methods to reduce pollution emissions and 
actively carry out the comprehensive utilization of waste to enhance economic efficiency  and realize the 
economic, social and natural sustainable and coordinated development; Its negative role is with the rising 
in the cost of supplying the capacity and supply will be weaken. The supply curve from AS1 to AS2, the 
general price level from P1 up to P2, total social output from the Y1 down to Y2, macro-economic will 
appear the phenomenon of “stagflation”. 
(2) Analysis from the perspective of total demand (as shown in Figure 2). When the prices of natural 
resources became lower, the general price level was lower. After the re-pricing of resources, the general 
price level rose. Its positive ro le is to lead  the consumer decline, which  causes the end-consumption of 
natural resources consumption which have played an effective role in weaken ing the inhibition and 
conducive to the mitigation of natural resources depletion and environmental improvements; Its negative 
effect is that the rise of the price level lead to social declin e in real incom e reside nts, and low social welfa re . 
(3) Analysis from the supply point of view of key elements of the market (as shown in Figure 3), 
natural resources as elements of the normal commodity market,  of which  supply was positively correlated 
with the p rice changes. When natural resource prices rise (from equilibrium price P0 rose to P1), although 
companies will reduce the use of natural resources (the number from the balance Q0 dropped to Qd), 
manufacturers of the supplying of natural resources who are driven by interests voluntary to expansion 
the supply (the number from the balance Q0 rose to QS). Manufacturers such as min ing resources (oil, 
coal mining  enterprises) will be expanded resource extract ion, as would cause the phenomenon of excess 
supply in  the market  of key  elements(QSQd> 0), which causes market  failures.Hence, the government 
should base on the actual situation of the development of resource to extract  the number of permits, so 
that the “market failures” may be avoided by the government under the appropriateregulations and ensure 










Figure 2  AS-AD analyzing under the complete price 
mechanism of natural resources 
 
 
Figure 3  Analyzing of supply excessly on factor market 
4. Conclusion on the driving mechanism of China’s Circular Economy  
In this author’s opinion, appropriate guidance of the government’s behavior patterns play a decisive 
role in import ing and developing the Circu lar Economy. Basing on the analysis of the government’s 
behavior pattern and the purposes in the Circu lar Economic development, the author proposed the 
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government behaviors pattern which embodies old industrial bases to promote the economic development, 
improve the Circular Economic development effectively. 
Firstly, Establish the coordinated mechanisms of local government and perfect the relevant laws. An 
unlimited government, which is in charge of everything, must suppress enterprise and individual vigor 
and economic v itality. To promote the reform of “transformation of government functions” is to intensify 
government’s functions of macro-control, and weaken government’s functions of micro-management. 
The most important thing of accelerating the transformation of economic development mode in China 
is to set up a series of policies, regulat ions, standards and management systems to promote enterprises to 
save energy, materials, water and to use resources synthetically. Establish Circular Economy’s position in 
social development of China through laws and regulations, and clarify rights and obligat io ns o f th e lo cal  
gover nm e nts, enterp rise s, publ ic s in the develo pm e nt of Circula r Econ om y in China . 
Secondly, Construct regional industrial chain. To accelerate the transformation of economic 
development mode in China, we should base on the existing situations of different regions, give fu ll play  
to the comparative advantages [5], adjust economic structure on the strategic level and try to realize 
comprehensive, coordinated and sustainable development. The regions of China should make good use of 
their respective advantages, develop preponderant industries, radiate to other regions and eventually form 
industrial clusters. 
Thirdly, Establish public education system. Circular Economy is a new economic development model. 
There still exists a process of gradual deepening for people to recognize it. Therefore, it is necessary to 
publicize the basic ideas, ways to realize social, economic and ecological benefits of Circular Economy to 
the public. Through improving the public education mechanism of Circular Economy, enhancing 
institutions of government affairs staff, enterprises and business management staff, as well as social 
public to the importance of the Circu lar Economy development, so as to guide all social members to 
participate actively  into Circular Economy construction, and form s trong joint power to promote 
development of Circular Economy. 
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